good for one is good for all. Society is listed first for an important reason: businesses must ensure that they are on the "right" side of society, i.e., that they have a positive net impact on the world.
Conscious Leadership: Driven primarily by service to the firm's purpose, rather than by power or money, conscious leaders lead by mentoring, motivating, developing, and inspiring people, not through commandand-control or the use of "carrot and stick" incentives.
Conscious Culture: Captured in the acronym TACTILE: Trust, Authenticity, Caring, Transparency, Integrity, Learning, and Empowerment, the word "tactile" also suggests that the cultures of these companies are very tangible to their stakeholders as well as to outside observers; you can feel the difference when you walk into a conscious business versus one that is purely driven by a profit motive and run just for the benefit of shareholders.
These four elements of Conscious Capitalism are mutually reinforcing, and describe a comprehensive systems perspective on business that is far richer and more complex than traditional machine metaphors. In our research, we found that companies that adhere to these principles outperformed the market by a 9-to-1 ratio over a ten-year period (1111% versus 123% for the S&P 500). 5 Beyond financial wealth, these companies also create many other kinds of societal wealth: far more engaged and fulfilled employees, loyal and trusting customers, innovative and profitable suppliers, thriving and environmentally healthy communities, and more.
Responses to the Critique
Professors O'Toole and Vogel's critique has several key themes. In this essay, I will respond to the following five themes. Each is a paraphrasing of related points made in the critique.
Theme 1: Conscious Capitalism is not universally applicable; it seems to work mostly for companies selling expensive products to affluent and socially or health conscious customers. Other business models are equally valid; there are many examples of companies that have been very successful without practicing Conscious Capitalism. For example, many successful companies treat their employees poorly, pay high salaries to CEOs, focus primarily on producing great products, outsource production to lower labor costs, and/or lay off employees to benefit shareholders.
Conscious Capitalism does not advocate for "virtuous" behavior per se, and the superior performance of conscious businesses is not a direct consequence of their acting more virtuously. Rather, it is because they act more wisely. These companies have recognized the true drivers of value creation in contemporary enterprises. They have tapped into the practical power of higher Rajendra S. Sisodia is a Professor of Marketing at Bentley University and co-founder and Chairman of the Conscious Capitalism Institute.
purpose and the extraordinary levels of employee engagement that are made possible when personal passions align with corporate purpose. Their higher consciousness enables them to see the interdependencies that exist across all stakeholders, and it allows them to extract synergies from situations that are otherwise replete with trade-offs. They create enduring and endearing cultures that enable them to continue operating in this manner even after their founders have passed from the scene. Their leaders focus on building great organizations that are inherently self-organizing, self-motivating, and self-managing. They are not reliant on the charismatic leadership of particular individuals.
We agree that particular business strategies or business models are inherently unsustainable. However, Conscious Capitalism is not a business strategy or business model. It is a comprehensive philosophy of doing business. A wellthought-out philosophy can be broadly applicable and long-lasting. Of course, we are not so arrogant as to presume that the way we have defined Conscious Capitalism is the final word. What we have offered is a dynamic definition, one that will evolve as our consciousness grows.
A firm that uses financial incentives alone to attract and motivate a CEO will get precisely what it pays for: a CEO who is primarily motivated by money. Our firm belief is that such leaders are inherently incapable of inspiring their employees to achieve extraordinary levels of engagement, creativity, and performance. The most effective leaders are those who transcend self-interest; they are primarily motivated by purpose and service to people.
We do not believe that a firm that treats its employees unfairly can prosper in the long-term in the transparent and incredibly connected world we now inhabit. Good employees have a choice, and over time will migrate to firms that offer them not only fairness, but more importantly the opportunity to find meaning and purpose in their work. Companies cannot offer attractive, innovative products if they do not have engaged employees and high quality suppliers. The companies mentioned in the article (Apple, E-Bay, Microsoft, Facebook, and H&M) are all gradually moving towards a more conscious way of being, as are many other companies such as Wal-Mart, McDonald's, General Electric, and Procter & Gamble.
Many companies do outsource production to low-wage locations to lower costs, and many lay off employees to improve their financial performance. Our experience with conscious businesses is very different. Customers are increasingly aware that there are good ways and bad ways to lower costs. Conscious businesses lower their costs and offer attractive prices to customers by eliminating wasteful spending, not by squeezing their employees or suppliers.
There is nothing inherently bad about outsourcing. If it is done in a conscious manner, outsourcing creates opportunities in less-developed parts of the world and helps to lift people out of poverty. However, if it is done purely to reduce costs without regard to its human consequences, it is no doubt harmful.
When sales decline, conscious businesses do not automatically revert to layoffs in order to lower costs. In the recent economic downturn in the U.S., conscious businesses such as The Container Store and REI made it through by operating with a sense of shared sacrifice. Despite steep declines in sales, they chose to protect the jobs and pay of their most vulnerable employees: those who work part-time (referred to by The Container Store as "primetime" employees). Salaried employees took across the board pay cuts to get through the downturn. Such companies have emerged from the recession with stronger cultures and a deeper sense of shared purpose than they had before.
Conscious Capitalism is not a luxury good that is only affordable to a select few. In our research, we have come across numerous companies that offer high levels of affordability to customers while practicing the tenets of Conscious Capitalism. Examples include Costco, Southwest Airlines, JetBlue, Trader Joe's, and IKEA. Conscious companies that are positioned at a higher point in the price spectrum still offer great value to customers, because of the quality of their offerings and the level of service experience that they provide. Examples of such companies include Whole Foods, The Container Store, and Starbucks.
Theme 2: The Conscious Capitalism vision is seductive, but it raises unrealistic expectations for performance and is hard to sustain. Companies can only practice Conscious Capitalism as long as they are profitable.
Corporate performance must be viewed as a multivariate construct. The financial dimension of corporate performance depends on a company's ability to grow its revenue and improve its efficiency. Conscious businesses are superior on both of these dimensions, because they are better aligned with the true needs of customers and are focused on investing money where it makes a difference (such as on rank-and-file employees and high-quality suppliers) and saving money in non-value adding areas (such as excessive marketing costs and high levels of employee turnover). Currently, much of the growth of conscious businesses comes at the expense of their less-conscious competitors. If their competitors also become conscious businesses, such companies can still find healthy ways to grow by creating additional value through meeting the higher-level needs of their customers. As competition among conscious businesses increases, it creates further impetus for innovation that benefits the companies and all of their stakeholders. For example, Whole Foods Market and Trader Joe's have each become much better companies as a result of competing with each other. Whole Foods has created more affordable offerings to be able to compete with Trader Joe's, while Trader Joe's has added more natural and organic food choices to compete with Whole Foods.
We have been working to understand how conscious businesses are able to operate with superior financial results while creating many forms of wealth and well-being for all of their stakeholders, including society. It boils down to something quite simple: these companies knowingly operate with lower gross margins than they could achieve, but are still able to achieve higher net margins than their traditional competitors.
Most companies try to maximize their gross margin by looking for the cheapest suppliers they can find, and then using whatever bargaining power they have to squeeze them as much as they can to get ever-lower prices. As a result, they end up with low-quality suppliers who struggle to stay profitable, and who can ill afford to invest in new technologies or anything else that will improve their quality or make their products more innovative.
Most companies also try hard to keep their payrolls down, minimizing what they pay to their rank-and-file employees, and are stingy with critical benefits such as health insurance. They try to use part-time employees as much as possible, keeping them under the threshold where they would qualify for any kind of benefits. They provide minimal training to their employees, and accept high employee turnover as inevitable.
Conscious businesses are very selective about their suppliers, looking for innovative, quality-focused companies that also operate in a conscious manner. They enter into mutually beneficial long-term partnerships with them. Suppliers are well paid, and in turn pay their own suppliers and employees well. Conscious businesses also pay their rank-and-file employees very well, significantly above the industry norm, and are generous with benefits. Since their direct costs are higher, the gross margin of a conscious business is typically lower than average.
The next line item on the income statement is "SG&A" (Sales, General & Administration), and this is where conscious businesses really shine. Traditional businesses squander their hard won high gross margins by spending heavily on marketing, managerial overhead, legal fees, and high levels of executive compensation. They incur high recruiting and training costs due to high employee turnover. Their employees are disengaged and unproductive. Their product quality is suspect, leading to low customer loyalty and high levels of product returns.
Conscious businesses typically have to spend very little on marketing. This is because they have legions of satisfied and delighted customers who are loyal and passionate advocates for the company. We have found that many conscious businesses spend as little as 10 to 25% of the industry average spending on marketing. This represents an enormous cost saving, at a time when marketing costs have been growing rapidly for most companies. For example, retailer Jordan's Furniture spends a quarter of the industry average on marketing (as a percentage of revenues) but achieves sales per square foot that are six times higher. Such companies receive the benefit of the best kind of marketing there is-free marketing-not only from their customers, but also from their employees, their suppliers, their communities, and the media.
Conscious businesses typically operate with extremely low levels of employee turnover, thus saving greatly on new employee hiring and training. Turnover at The Container Store, a perennial on "best places to work" lists, is in the low single digits, in an industry where turnover often exceeds 100%. Employees at such companies are loyal, experienced, highly engaged and extraordinarily productive. Such businesses take great care to hire people whose personal passions are aligned with the corporate purpose. At a time when overall employee engagement levels are shockingly low, conscious businesses have employees who are loyal, passionate, energetic, and creative. For them, their work is not just a job or a career, it is a calling. For example, REI is passionate about reconnecting people with nature, and all of its employees are outdoor enthusiasts for whom every day at work is deeply fulfilling because they get to help customers discover the joy and beauty of being with nature.
Conscious businesses have lower administrative costs because they continuously strive to eliminate non-value adding expenses, gathering ideas from their employees and suppliers about how to do so. They also look to control essential expenses such as health care costs, not through across the board cuts, but by devising creative ways to achieve win-win outcomes. For example, Whole Foods Market is combating rising healthcare costs through a range of comprehensive employee wellness initiatives that go way beyond what you would find at a typical company. They are not only lowering costs; they are transforming lives in the process.
Conscious companies typically operate with much leaner management structures than do traditional businesses. They have created systems in which the right people are doing the right jobs and are given a great deal of autonomy. Most employees operate in the "value zone," where they are actively creating real value for customers rather than "managing" each other. These companies are designed to be largely self-organizing, self-motivating, and self-managing.
Finally, conscious companies operate in a system of very high trust between all stakeholders, and thus their legal costs are much lower than the norm. They understand their customers deeply, produce outstanding products (due in no small part to the fact that they have world-class suppliers), and thus have much lower levels of product returns.
The notion of pay equity at such companies is driven more by internal rather than external considerations. Senior executives at such companies are modestly paid relative to their peers at other companies. For example, Whole Foods Market has adopted a policy that no one can be paid more than 19 times the average salary (the typical ratio at large publicly traded companies is 450-500 times). The only way for executives to earn more at such companies is to raise the average salary of all employees.
The authors cite the example of British textile mill owner Robert Owen to make the point that "virtuous capitalism is difficult to sustain." We take away different lessons from this experience. A more enlightened approach to capitalism can indeed be difficult to sustain if a leader is not able to stand up to external pressures to change. More importantly however, we must recognize that our reality today is very different than it was in 1825. We now live in a transparent, connected world in which the level of human consciousness is far higher than it was then. In such a world, knowledge about enlightened business practices spreads much faster, and the pressures for positive change are constant. Further, just because something is difficult to do does not make it not worth our while. The worthy challenge we face today is understanding how to institutionalize such change and enable it to endure in the face of shortsighted opposition and through periodic changes in leadership.
Just like humans, no companies are perfect, and some companies that we have identified as conscious businesses have stumbled in recent years. The authors point to Johnson & Johnson and Toyota as recent examples of companies that have failed to live up to their highest ideals. However, these companies have only to rediscover their own essence in order to get back on track. Even the most conscious individuals sometimes act unconsciously. This does not negate the value of being conscious. The test of a truly conscious business is its ability to learn and grow from such experiences, and to emerge even stronger and more committed to a conscious way of being.
Theme 3: A company often ceases operating as a conscious business when it gets acquired or when the founding CEO leaves.
It is indeed the case that conscious businesses must exercise great care when merging with larger companies or seeking an injection of capital from private equity sources. Rather than being acquired, conscious businesses should be the ones doing the acquiring of other businesses. They should then ensure that those businesses are fully integrated into their conscious way of being. Whole Foods has done this numerous times in the past, and we expect that Southwest Airlines will do this with their recent acquisition of AirTran. If conscious businesses do get acquired by larger more mainstream companies, they must ensure that the Board of Directors of the acquiring company understands what makes them special, that they commit to maintaining those qualities, and that they make them part of the DNA of the merged entity.
Two companies that have managed this transition well in recent years are Stonyfield Yogurt and The Container Store. Stonyfield Yogurt has been acquired by the French company Groupe Danone. However, Stonyfield founder Gary Hirshberg retains operating control over the business. In fact, Stonyfield is now influencing the culture of the much larger parent company, an approach that other large companies should emulate when acquiring smaller conscious businesses. In the case of The Container Store, the private equity firm Leonard Green Associates has wisely left the current leadership team with operating control. This was a condition of accepting the injection of outside capital, and it has proven to be highly successful for both parties.
Companies operating consciously can be vulnerable when new CEOs are appointed from the outside. This suggests two things. First, such companies have not adequately institutionalized their approach to doing business and are therefore dependent on a particular leader to keep them on track. A conscious approach to business needs to become part of a company's DNA, as it has at Southwest Airlines. Second, it is very important that boards of directors be deeply committed to this way of being and appoint CEOs whose approach is consistent with the philosophy. Even companies where a conscious approach to business is deeply entrenched can be demolished if they hire a determined leader with a narrow and short-term mindset. An edifice that takes decades to construct can be significantly damaged in a short amount of time with the wrong kind of leadership.
Theme 4: Discussions of Conscious Capitalism do not address the "other cells" in the Profitable/Virtuous matrix; it is assumed that all businesses can fall into Cell 1.
The authors have provided a useful framework to classify business activities. I interpret the word virtuous to signify that a business is "on the right side of society." In other words, a virtuous business is one that has a net positive impact on the world. The most interesting cells in this matrix are Cells 2 and 3. In each case, we believe that the way to move the businesses to the desired Cell 1 is through higher consciousness, greater creativity, and enlightened public policy.
Cell 2 businesses are unprofitable but virtuous. In these cases, the role of enlightened public policy becomes very important. In the United States, the government provides large subsidies for many agricultural products as well as fossil fuels. As Gary Hirshberg of Stonyfield Yogurt has pointed out, the U.S. government's "subsidy pyramid" is almost an inverted version of its well-known food pyramid. In other words, the government subsidizes many of the foods that are identified as harmful to health in excessive quantities, such as butter and cheese. The government should remove subsidies from products that are harmful; in fact, a strong argument can be made that such products should be taxed at a higher rate. Some of the funds thus raised should be used to subsidize products that are good for customers and for society, such as natural and organic food and renewable, nonpolluting forms of energy. In the long-term, such businesses should strive to be viable without the need for subsidies.
Cell 3 businesses are profitable but not virtuous. Examples of such businesses would be fast food, soft drinks, and tobacco. These businesses can and must move towards becoming virtuous by altering their product mix so that they once again are on the right side of society. For example, McDonald's and PepsiCo are both moving to add more healthy food options to their offerings. This reflects a rising consciousness that the needs of society today have shifted from what they were when these companies were first established. At that time, we had neither an obesity crisis nor a diabetes crisis. Companies in such positions can unleash the creativity of their employees and suppliers to come up with new offerings that are desired as well as desirable. At the same time, we can also use the levers of public policy to make non-virtuous businesses less profitable and virtuous ones more profitable.
Theme 5: Since Wall Street is notoriously focused on the short-term, do conscious businesses need to avoid the equity markets altogether?
We do not believe that the equity markets are a major constraint on conscious businesses. We have studied a large number of publicly traded companies that are conscious businesses and have found that they are able to operate in a conscious manner despite the short-term pressures that may come from certain analysts on Wall Street. In the long run, equity markets do reward sustained superior performance, which is what conscious businesses deliver. Most analysts may not understand how these firms are able to deliver superior performance, but that is not a hindrance as long as the leaders of these businesses are resolute and stay true to the principles of Conscious Capitalism. It is only when they start operating according to the conventional performance models used by many analysts that such firms begin to suffer.
Rethinking Capitalism
The unique contribution of Conscious Capitalism is that it is a more rooted, inclusive, and holistic approach. It differs from other movements because it is explicitly rooted in an evolutionary change underway since the beginning of humanity-the shift to greater levels of consciousness. It seeks to synthesize the broad ideological roots of capitalism with the personal depth of the world's great wisdom traditions. Table 1 shows how Conscious Capitalism differs from three other recent conceptualizations of how capitalism should evolve.
Conclusion
Businesses create and destroy many kinds of wealth and well-being. Too many generate financial wealth at the expense of social, cultural, environmental, intellectual, physical, and spiritual well-being. They are value extracting rather than value creating. Conscious Capitalism is about doing business with a spectrum of positive effects, not having one positive "main" effect and many negative "side" effects. Conscious businesses spend money where it makes a positive difference. They don't waste money on unnecessary advertising, gimmicky promotions, and the revolving door of high employee and supplier turnover. They empower people and engage their best contribution in service of a higher sense of purpose. They make a net positive impact on the world. We believe that it is simply a better way to win. 
Notes

Shared
How it differs from Conscious Capitalism
Conscious Capitalism is about shared values, as well as shared value.The performance implications of SVC are unclear, while we gained a significant amount of evidence and understanding of how and why conscious businesses outperform. SVC is highly focused on pragmatic, operational aspects of doing business; it misses some of the intangible factors that give Conscious Capitalism its power. It feels more like a tactical readjustment rather than the kind of fundamental rethinking that is required today.
Creative capitalism is largely an add-on to a traditional business model. It only asks that companies develop highly segmented approaches that include an explicit focus on poorer markets. Places great emphasis on the reputational value of offering low prices on products with low variable costs. Conscious Capitalism places a strong emphasis on society, and thus incorporates much of what creative capitalism is about, while going much further to transform the core of the business.
Conscious Capitalism is a philosophy that companies are practicing and succeeding with today, while Capitalism 3.0 remains a distant dream. Capitalism 3.0 operates primarily at the system level, while the primary emphasis of Conscious Capitalism is at the company level. Capitalism 3.0 is much more difficult to implement, while the steps required to implement Conscious Capitalism are relatively straightforward. 
